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PAKISTAN INCOME FUND

MISSION STATEMENT

Pakistan Income Fund’'s mission is to provide investor s
thefacility to benefit from an investment por tfolio of debt
securities and money market transactions, which optimises

return with an emphasis on minimising risk.
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REPORT OF THE DIRECTORS OF THE MANAGEMENT COMPANY
FOR THE YEAR ENDED 30TH JUNE 2008

The Board of Directors of Arif Habib Invesment Management Limited, the Management
Company of the Pakistan Income Fund (PIF), is pleased to present its seventh annud report
together with audited Finandial Satementsfor the Finandal Y ear ended 30" June 2008.

Fund Objective

The objective of the Fund isto deliver regular income and preservation of capital, primarily from
debt and fixed income securities investments.

Fund Profile

PIF is an open end Fund, which invests in investment grade corporate securities, government
securities, spread transactions, CFS, clean placements, TDRs and short maturity reverse
repurchase transactions. The overall duration of the portfolio is kept below two years, in order to
keep interest rate risk at a relatively low and manageable level. PIF is a long only fund. Under
the Non Banking Finance Companies and Notified Entities Regulations, 2007 (NBFC
Regulation), it is only alowed to borrow up to 15% of net assets for up to 90 days to meet
redemption needs.

Funds Performance during Financial Year ended 30" June 2008

The net assets of the Fund as at 30" June 2008 stood at Rs 6,070 million. The ex-dividend Net
Assets Value (NAV ) per unit at the start of the year was Rs 50.22. With an increase of Rs 4.56 in
the NAV per unit during the year, the NAV per unit as on 30" June 2008 was Rs 51.48 after
interim distribution of Rs 3.30 per unit. The Fund earned a total return of 9.23% per annum
during the year.

Earning Per Unit (EPU)

EPU have not been disclosed as we feel determination of weighted average units for calcul ating
EPU is not practicable for open end funds.

| ncome Distribution

The Boad in the meeting held on 39 July 2008 has declared fina distribution in the form of
bonus unitsto A class units and equivaent cash dividend for B class units for the year ended
30" June 2008 of Rs 1.45 per unit. Interim Distribution already paid amounted to Rs 3.30/- per
unit hence total distribution for the Financial Year 2008 is Rs 4.75/- per unit (9.46% on the
opening Ex—-NAV and 9.50% of face value for Financid Year 2008).
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Commentson Auditor’s Qualification

As explained in Note 3.4 to the Financial Statement, uptill 25" November 2007 the investments
in government securities were being marked to market on the basis of quotes dbtained from
reputable brokers. This practice was being followed to avoid distortion in the calcul ation of NAV
as the units are offered for sale on continuous basi s and this practice was a so fair to al investors
and protected their interest. However, it was not in line with NBFC Rules 2003, which required
un-listed securities to be reported at cost. On 21% November 2007, SECP issued NBFC
Regulation, which required all government securities to be valued on the basis of average rate
guoted on widely used electronic system (Reuters). The Fund has since adopted this practice and
Isnow compliant with the applicable regulation.

As explained in Note 3.4 to the Financial Statements, till 18" December 2007 the Term Finance
Certificates (TFCs) in the Fund's portfolio were not valued at prices quoted on stock exchanges
as required by the NBFC Rules, 2003 since most of the TFC transactions occur in Over the
Counter market through money market brokers and not on the stock exchanges. As aresult, the
prices quoted on the stock exchanges were not representative of the actual traded prices and
therefore TFCs were valued using rates of the last transaction (purchase price) executed by the
Fund in the relevant TFC adjusted for the effect of partial redemption, if any, after the date of
transaction. Subsequently, the policy for valuation was revised in line with NBFC Regul ations,
2007 according to which, investment in TFCs ae now being valued on the bass of the rate
notified by the Mutual Funds A ssociation of Paki stan.

We believe that the policy adopted previously by the Fund wasfair to al investors and protected
their interest.

Corporate Gover nance

The Fund is listed onthe Karachi Stock Exchange. Hence the Management Company is required
to comply with the requirements of the Code of Corporate Governance for listed companies. The
Financial Statements prepared by the Management Company present fairly the state of affairs of
the Fund and results of its operations, Cash Flows and Movement in Unit Holders fund. Proper
books of account of the Fund have been maintained and appropriate accounting policies have
been consistently applied in preparation of Financia Statements and accounting estimates are
based on reasonable and prudent judgment. International Fnancial Reporting Standards as
applicable in Pakistan have been followed in the preparation of Financial Statements. The system
of internal control is sound in design and hes been effectively implemented and monitored. There
are no events or conditions which create a doubt about the Fund's ability to continue as going
concern. There has been no material departure from the best practices of Corporate Governance,
as detailed in listing regulations. Key financial data is summarized in the Financial Statements.
Outstanding statutory payments on account of taxes, duties, levies and charges, if any, have been
fully disclosed in the Financia Statements. The statement as to the value of investments of
provident fund is not applicable in the case of the Fund as such expenses are borne by the
Management Company. The detailed pattern of Unit Holding, as required by the NBFC
Regulation and Code of Corporate Governance isgiven in the annual report.
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Statement showing attendance of Board meetings is as under:

Attendance of Board Meetings
From 1% July 2007 to 30" June 2008

M eetings
S No. Name Total Attended Leave Granted

1. Mr. Salim Chamdia 12 12 -

2. Mr. Nasim Beg 12 12 -

3. Mr. Sirguddin Cassim 12 - 12
4. Mr. Muhammad Akmal Jamed 12 1 1
S. Mr. Muhammead K ashif Habib 12 6 6
6. Mr. Muhammad Shafi Malik 12 10 2
7. Mr. John Kirkham 12 2 10
8. Mr. Mirza Qamar Beg 12 10 2

On 21% August 2007 Mr. John Kirkham, the Chairman of the Board resigned and Mr. Salim
Chamdia was appointed in his place on 6" October 2007. On 15" September 2007, Mr. Mirza
Qamar Beg was appointed as director however he resigned from directorship on 3% July 2008
and Mr. Yacoob Memon is appointed o n 251" July 2008.

Thetradesin Units of the Fund carried out by the Directors, CE, CFO/Company Secretary of the
Management Company and their spouses and minor childrenare as under:

S. No. Name 1 Designation Investment | (Nsrsmdbgrmcg“l?r?itsl Bonus
1. Mr. Nasm Beg Chief Executive 142,744 139,386 448
2. Syed Ajaz Ahmed | Company

Secretary & 55,967 13,344 632
CFO

External Auditor

As recommended by the Audit Committee the Board of Directors of the M anagement Company
has reappointed M/s. A.F. Fergusons & Co., Chartered Accountants, as the Fund’'s auditors for
the year ending 30" June 2009.
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Future Outlook

In the backdrop of rising inflation and high twin deficits tight monetary conditions are expected
to prevail in the near future. Given this situation, PIF has made higher allocation in good quality
TFCs with floaters which is expected to be re-fixed at higher rates in the coming months. In
addition, substantial allocation has been made in high yielding CFS market and other short tenor
instruments to avoid price knocks and rising interest rates. Overall we expect that PIF has the
capacity to provide higher returns compared to that of last year.

Acknowledgment

The Board is thankful to its valued investars, the Securities and Exchange Commission of
Pakistan, State Bank of Pakistan, the Trustees of the Fund, Central Depository Company of
Pakistan Limited and the management of the Karachi Stock Exchange for their continued
cooperation and support. The Directors of the Management Company aso acknowledge the
efforts put in by the team of the Management Company for the growth and the meticul ous

management of the Fund.

For and on behalf of the Board
Karachi Nasim Beg
25" July 2008 Chief Executive




PAKISTAN INCOME FUND

REPORT OF THE FUND MANAGER
FOR THE YEAR ENDED 30TH JUNE 2008

Fund Obj ective

The objective of the Fund is to deliver regular income and preservation of capital,
primarily from debt and fixed income securities investments.

Fund Performance

PIF earned a total annualized return of 9.23% during the year ended 30" June 2008,

compared to 7.23% on its internal benchmark and 9.66% on its external benchmark
(6 months T-bill).

During this period, the funds under management fell to Rs 6,070 million from Rs 9,406
millionon 30" June 2007 due to across the board redemptions in the debt and income
mutual funds in the last quarter. The PIF net assets stood at Rs 11,173 million on 31%
March 2008. The Fund introduced the policy of declaring quarterly dividends from the
quarter ended March 2008 in order to provide better periodic net-of-tax returns to
investors. PIF declared a quarterly dividend of Rs 1.45 per unit on 30" June 2008. Hence
the total dividend declared during the year amounted to Rs4.75 per unit.

Fund Performance vc T-Bill (6 M onth)
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NAV Change Analysisand Total Return

PAKISTAN INCOME FUND

FY2005-06 FY2006-07 FY2007-08
Beginning net assets (Rs 000) 3,706,522 5,615,818 9,405,960
No. of Units 74,056,204 112,070,537 187,305,871
Beginning NAV (Ex Divdend) (Rs) 50.05 50.11 50.22
Ending Net Assets (Rs 000) 5,686,587 9,405,960 6,070,069
No. of Units 103,186,789 169,577,974 117,912,876
Ending NAV (Rs) 55.11 55.47 51.48
Interim Distribution (RS) - - 3.3
Final Distribution (Rs.) 5.00 5.25 1.45
Ending NAV (Ex-Dividend) (Rs) 50.11 50.22 50.03
Income Distribution (%) 9.99 10.48 9.46
Capital Growth (%) 0.12 0.22 -0.23
Total Return (%) 10.11 10.70 9.23
Total Return Annualized Return
(%) (CAGR %)
1 year 9.23 9.23
2year 10.70 9.97
3year 10.11 10.03

Asset allocation during financial year 2008

PIF’ s investment remained in line with its stated objective. The mgor asset class during
Financial Year 2008 was (CFS), averaging 28.61% of Fund size due to relatively higher
rate of return in this asset class. The proportion of funds invested in TFCs has increased
considerably during the year to 44.04% at end June 2008 (from 19.39% at the start of the
year). Although a part of this increase was due to additions and portfolio revaluation, a
substantial increase in proportion is due to the reduction in PIF fund size. Average
investment in Term Finance Certificates was 29.48%. PIF remained invested only in

good quality TFCs with average rating of AA-. The Fund's average investment in
Government Securities (T-bill/PIBs) stood at 7.89%. During the year, the Fund made an
allocation of 5.11% of net assets in TDR/COIls. The Fund also deployed a minimal

amount in Ready /Future spread transactions. Average 23.46% of the fund was in bank
deposits.

Market Review

During Financia Year 2008, interest rates moved up as SBP tightered the monetary
policy amid increasing Government borrowing and rising inflation. At the start of the
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year, SBPincreased its policy discount rate by 50 bps to 10.00% from 9.50%. L ater, SBP
further increased discount rate by 50 bpsin February 2008 to 10.50%. Finally, on 23™
May 2008, SBPR, in the wake of heavy pressure on Pak Rupee, opted to increase discount
rate by 150 bpsto 12.00%. Such measures by SBP and other variables resulted in changes
in the performances of all investible asset classesin PIF. During the year, benchmark
6 months KIBOR increased by over 400 bps, from 10.01% to 14.19%.

Government bonds:

The benchmark PIB yields (10 years) increased by over 300 bps during the year
to 13.42% in the last auction of Financial Year 2008 held on 28" June 2008. Similarly,
6- months and 1-year maturity T-bills cutoffs rose 259 bps and 258 bps during the year
to 11.49% and 11.74%, respectively.

Continuous Funding System (CFS):

The average CFS darted at 11.69% which decreased to 10.60% by September 2008
due to heavy induction of fundsin this class in view of better short term returns compared
to other asset classes. However, during the last quarter, the CFS rates surged and closed
at 16.55% & the end of the year.

Corporate Bonds (TFCs):

Buying interest in TFCsremained robust almost throughout the year where participants
seemed eager to lock their funds in inflation protected floaters. By the end of the third
quarter 2008, the spread between benchmark (PIB 10 years) and good quality (AA- o
better rated) TFCs practically vanished in view of high demand and limited supply. Such
developments gave opportunity to issuers who were able to price their TFCs at 85 bps
over KIBOR. However, the scenario changed after thediscount rate hike in May 2008
followed by liquidity crunch in the system. The sell off pressure in the last two months
of Financial Year 2008 eroded the premiums on the bonds and good quality instruments
were seen changing hands at discount or par value.

COIJTDRs:

The deposit market attracted maor inflows during the second half of Financia Year
2008 where banks, DFIs and NBFCs were able to attract substantial ong term funds in
view of lower yields offered by other venues. Initially, profit rates for 3 to 6 months
placements were seen at around 9% to 10%. The last quarter of the year saw heavy
demand for term deposits and profits rates rose to 13.00% for 3 months to 6 months
deposits in the wake tight liquidity in the system.
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Economic Review

Growth TakestheToll

GDP growth fell to 5.8% in Financial Year 2008, significantly lower than the targeted
7.2%. Large scale manufacturing grew by a dismal 4.8% and agri culture by amere 1.5%.
However, the services sector, insulated from all the goom devdaoping in the economy,
exceeded its target of 7.2%, registering 8.2% growth rate, an indication that consumer
confidence remained largely intact in thisarea

The Challenge of the Twin Deficits

Exports increased during Financial Year 2008 by 13.2% to USD 19.2 billion whereas
imports rose by 30.9% to USD 39.9 billion. The result was a significantly large trade
deficit of USD 20.7 hillion, an increase of 52.9%. Thisin turn has impacted the current
account, which has gone up to 8.2% of GDPin Financial Year 2008. As a result foreign
reserves have been put under pressure which in October stood at over USD 15 billion,
have shrunk to USD 11.2 billion. Further the Rupee has depreciated by 13% during the
year amid therising trade and current account deficits. Thefiscal deficit narrates a similar
tale;, subsidies amounted to Rs 407 billion against a budgeted Rs 113 hillion, had
prompted increased borrowing from the Central Bank thus creating inflationary
pressures. Increase in the cost of doing business has hurt the investment climate causing a
decline in investment as a percentage of GDP from 22.9% to 21.6%. The fiscal deficit at
present stands at 7.0% of GDP, significantly surpassing the limit of 4-4.5 % of GDP the
GoP hasto follow under Fiscal and Debt Responsi bility Act 2005.

ANew Era of Inflation

In Financial Year 2008, prices of key commodities had gone up considerably high. Of
particular significance was oil which since June 07 has more than doubled, with highly
sensitive developi ng economies suffering the most. Prices of almost every major input to
production have increased with dizzying speed, bringing down equity valuations across
the globe. In Pakistan, like the rest of the world, inflation has hit both the individualsand
industry with full vigour, average CPI since June has increased by 12%.
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Future Outlook

The Year Ahead; a Time for Making Ad ustments

There has been a gross realization of the seriousness of the global economic situation and
central banks, governments and individuals are making adjustments in order to escape the
brunt of inflation. The US Federal Reserve Bank, after an aggressive rate cutting in order
to avert an economic crisis, is now poised to increase rates, dong with the European
Central Bank and other central banks in emerging markets. In this context, Pakistan's
aggressive interest rate policy is not unique, but an amagamation with the growing
awareness of most other central banks that a tight monetary stance has become
imperative in order to contain monetary overhang and the global commodities boom. In
addition to this, emerging economies are currently running higher budget deficits
primarily due to heavy spending on subsidies (oil and food). Like other countries, the
Pakistan government too has indicated that subsidies are not a solution to the problem
and therefore, international price increase of oil and food will be passed on to domestic
consumers.

Twin deficits should improve

The government has put in place arrangements for raising approximatedy USD 10 billion
external inflowsin 2009 (compared to USD 3.3 billion similar inflowsin 2008). This will
include in particular Saudi Oil Facility, U.S Economic/Defence Assistance, World Bank
and the Asian Development Bank. In addition, the government s targeting to reduce
trade deficit by increasing exports up to 15% without imports accelerating significantly.
All these measures should help in reducing current deficit to 6% of GDP in 2009 from
8.2% last year.

In order to control high fiscal deficit (presently 7% of GDP), the government has started
to pass on the international oil price increase to domestic users and is aiming to reduce
overall subsidies to Rs 295 billion from Rs 407 billion last year. In addition, the deferred
oil payment facility (ore third of Pakistan import) of USD 5 billion will create the
necessary fiscal space for the government and which will lead to less borrowing from the
Central Bank.

High Interest Rate Environment to Persist

After atotal of 250 basis points rise in ratesin Financial Year 2008 (discount rate is now
at 12%) accomplished through three revisions in the year, we can see further increase in
interest rates if inflationary pressure stays strong in coming months.

Other Disclosuresunder NBFC Regulations 2007

The Fund manager hereby makes the following disclosures as required under the NBFC
Regulations 2007.

a. The Management Company or any of its delegates did not receive any soft
commission (goods and services) from any of its brokers/dealers by virtue of
transacti ons conducted by the Fund.

b. There was no unit split undertaken during the year.

c. The Fund Manager is not aware of any circumstances that can materially affect
any interests of the Unit Holders other than those already disclosed in this report.

d. Statement of unit holding by size given inthe annual report.
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TRUSTEE REPORT TO THE UNIT HOLDERS

Report of the Trustee pursuantto Regulation 58(f) and Clause 9 of Schedule IV of the Non-
Banking Finance Companies and Notified Entities Regulations, 2007

The Pakistan Income Fund (Fund), an open-end mutual fund was established under a trust deed dated 231
Octobe 2001, executed between Arif Habib Investment Management Limited asthe Management
Company and Central Depository Company of Pakistan Limited, asthe T rustee

In our opinion, the M anagement Company has in al materia respects managed the Fund during the year
ended 30t June 2008 in accordance with the provisions of the following:

(0] Limitations imposed on the invetment powers of the Management Company under the
constitutive documents of the Fund;

(i) The pricing, issuance and redemption of units are carried out in accordance with the
requirements of the congtitutive documents of the Fund; and

(i)  The Non-Banking Finance Companies (Establishment and Regulations) Rules, 2003 (NBFC
Rules), the Non-Banking Finance Companies and Notified Entities Regulations, 2007 (NBFC
Regulations) and the congtitutive documents of the Fund.

For the purpose of information, the attention of the unit holders is drawn towards note 3.4 (a) and 3.4
(b) of the financial statements wherein it is specified that previously the bass of vauation of Term
Finance Certificates (TFC’s) and Government Securities were not in line with the requirements of the
NBFC Rules, however, subsequent to promulgation of NBFC Regulations the TFC's and Government
Securities arevalued in accordance with the requirements of the NBFC Regulations.

: Muhammad Hanif
Karach Chief Execttive Officer
12th September 2008 Central Depository Company of Pakistan Limited
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STATEMENT OF COMPLIANCEWITH THE CODE
OF CORPORATE GOVERNANCE
FOR THE YEAR ENDED 30TH JUNE 2008

This statement is being presented by the Board of Directors of Arif Habib Investment
Management Limited, the M anagement Company of the Pakistan Income Fund (Fund) to
comply with the Code of Corporate Governance contained in Regul ation No.37, of listing
regulations of Karachi Stock Exchange for the purpose of establishing a framework of
good governance, whereby a listed company is managed in compliance with the best
practices of corporate governance.

The Management Company has applied the principles contained in the Code in the
following manner:

1. The Management Company encourages representation of independent non
executive directors and directors representing minority interests on its Board of
Directors. At present the Board includes six nonexecutive directors however, none
of the directorson the Board represent minority shareholders.

2. Thedirectors have confirmed that none of them is serving as a director in more than
ten listed companies including this Company.

3. All the resident directors of the Management Company are registered as taxpayers
and none of them has defaulted in payment of any loan to a banking company, a
DFI or an NBFI or being a nember of a stock exchange, has been declared as a
defaulter by that stock exchange.

4. Casua vacancies occurred during the year in the Board of the Management
Company due to resignation of Mr. John Kirkham on 218t August 2007 which was
filled by Mr. Mirza Qamar Beg on 15th September 2007.

5. The Management Company has prepared a ‘Statement of Ethics and Business
Practices’, which has been approved by the Board of Directors and circulated for
signaturesto all employees of the company.

6. The Board has developed mission statement and significant policies of the Fund. A
complete record of particulars of significant policies along with the dates on which
they were approved or amended has been mai ntained.

7. All the powers of the Board have been duly exercised and decisions on material
transactions, including appointment and determination of remuneration and terms
and conditions of employment of the Chief Executive (CE) has been taken by the
Board. There is no other executive director of the company besides the CE.

8. The meetings of the Board were presided over by the Chairman and in his absence,
by adirector elected by the Board for this purpose and the Board met at least once
in every quarter. Written notices of the Board meetings, along with agenda and
working papers, were circulated at least seven days before the meeting. The minutes
of the meetings were appropriately recorded and circulated and signed by the
Chairman of the meeting of the Board of Directors
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9. An orientation course has been conducted for all the directors of the company to
inform them about regulatory updates, NBFC Rules 2003 and NBFC & Notified
entities Regulations, 2007.

10. During the year, appointment of Head of Internal Audit was made by the Board.
The Board has approved appointment, remuneration and term and conditions of the
employment of Head of Internal Audit.

11. The roles and responsibilities of the Charman and Chief Executive have been
approved by the Board of directors.

12. The directors' report of the Fund for this year has been prepared in compliance with

the requirements of the Code and fully describes the salient matters required to be
disclosed.

13. The directors, CE and executives of the Management Company do not hold any
interest in the units of the Fund other than that disclosed in the pattern of unit
holding.

14. The financial statements of the Fund were duly endorsed by CE and CFO of the
M anagement Company before approval of the Board.

15. The Management Company has complied with all the significant corporate and
financial reporting requirements of the Code relevant to the Fund.

16. The Board has formed an audit committee for the Fund. It comprises of three
members, all of whom are non-executive directors induding the Charman of the
committee.

17. The meetings of the audit committee were held at least once every quarter prior to
approval of the interim and final results of the Fund as required by the Code. The
terms of reference of the committee have been formed and advised to the committee
for compliance.

18. There exists an effective internal audit function within the M anagement Company.

19. The statutory auditors of the Fund have confirmed that they have been given a
satisfactory rating under the quality control review program of the Institute of
Chartered Accountants of Pakistan, that they or any of the partners of the firm, their
spouses and minor children do not hold units of the Fund and that the firm and all
its partners are in compliance with International Federation of Accountants (IFAC)
guiddines on code of ethics as adopted by Institute of Chartered A ccountants of
Pakistan.

20. The statutory auditors or the persons associated with them have not been appointed

to provide other services except in accordance with the listing regulations and the
auditors have confirmed that they have observed IFAC guidelinesin this regard.

21. We confirm that dl other material principles contained in the Code have been

complied with.
For and on behalf of theBoard
Karachi Nasim Beg
25" July 2008 Chief Executive
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REVIEW REPORT TO THE UNIT HOLDERS
ON STATEMENT OF COMPLIANCE WITH BEST PRACTICESOF

CODE OF CORPORATE GOVERNANCE

We have reviewed the Statement of Compliance with the best practices contained in the
Code of Corporate Governance prepared by the Board of Directors of Arif Habib
Investment Management Limited, the Management Company of Pakistan Income Fund
to comply with the listing regulation No0.37 of the Karachi Stock Exchange, where the
Fund is listed.

The responsbility for compliance with the Code of Corporate Governance is that of the
Board of Directors of the Management Company of the Fund. Our responsibility is to
review, to the extent where such compliance can be objectively verified, whether the
Statement of Compliance reflects the status of the Fund’'s compliance with the provisions
of the Code of Corporate Governance and report if it does not. A review is limited
primarily to inquiries of the Company’s personnel and review of various documents
prepared by the M anagement Company to comply with the Code.

Aspart of our audit of financia statements we are required to obtain an understanding of
the accounting and internal control systems sufficient to plan the audit and develop an
effective audit approach. We have not carried out any specia review of the internal
control system to enable us to express an opinion as to whether the Board' s statement on
internal control covers al controls and the effectiveness of such internal controls.

Based on our review, noting has come to our attention, which causes us to believe that the
Statement of Compliance does not appropriately reflect the Fund's compliance, in al
materia respects, with the best practices contained in the Code of Corporate Governance
as applicable to the Fund for the year ended 30t June 2008.

Karachi A.F. Ferguson & Co.
25th July 2008 Chartered Accountants




INDEPENDENT AUDITORS REPORT TO THE UNIT HOLDERS

We have audited the accompanying financial statements of Pakistan Income Fund, which comprise the statement of assets
and liabilitiesas a 30t June 2008, and the related income statement, distribution statement, cash flow statement and
statement of movement in unit holders fundsfor the year then ended, and a summary of significant accounting policies and
other explanatory notes.

Management Company'’s responsibility for thefinancial statements

The Management Company of the Fund isresponsiblefor the preparation and fair presentation of these financial statements
in accordance with gpproved accounting standards as gpplicable in Pakistan. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of financial statements that
ae free from material misstaement, whether due to fraud or error; selecting and applying appropriae accounting polices;
and making accounting estimates that are reasonabl e in the d rcumstances.

Auditor’sresponsibility

Our responsibility is to express an opinion on these finencid statements based on our audit. We conducted our audit in
accordance with the auditing standards as applicable in Pakistan. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financal statements are free from
material misstatements.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgement, induding the assessment of the risks of maerid
misstatement of the financial statements, whether due to fraud or error. In meking those risk assessments, the auditor
considers internal control reevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are gppropriate in the drcumstances, but not for the purpose of expressing an opinion on the
eff ectiveness of the entity’s internal control. An audit also includes evad uaing the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, aswell as evaluating the overall presentation of
the financid statements. We bdieve that the audit evidence we have obtained is sufficient and appropriate to provide abasis
for our audit opinion.

Basisfor Qualified Opinion

i. Asexplained in note 3.4(a) to the financial statements, investments of the Fund in Term Finance Certificates had been
valued uptil 18t December 2007 on the following basis:

(@ Using the raes of the last transaction (purchase or sale) executed by the Fund in the relevant Term Finance
Certificaes, adjusted for the effect of partial redemption, if any, in the Term Finance Cetificates after the dae of
transaction; or

(b) Usingthe quotes avail able a the stock exchange adjusted for the effect of partial redemption.

The revaluaion of Term Finance Certificates using the rae of the last transaction executed by the Fund was not in

accordance with the requirement of Rule 2(xxxiv) of the NonBanking Finance Companies (Establishment and

Regulation) Rules, 2003 which required that asecurity which is quoted on the sock exchange should be valued at its
last sale price on such exchange on the date onwhich it is valued. The NornBanking Finance Companies (Establishment
and Regulation) Rules, 2003 were amended on 219 November 2007 and the requirements to compute the net assets of a
oollective investment scheme are now laid down in Regulaion 2(1)(xvi) of the Non-Banking Finance Companies and
Notified Entities Regulations, 2007. This Regulation requires that investment in Term Finance Certificates should be
vaued & rates notified by the Mutual Funds Associ ation of Pakistan. Accordingly, with effect from 19" December 2007,
the Fund has now changed the basisfor determination of the fair value of itsinvestmentsin Term Finance Certificatesto
comply with the requirements of the new Regul ations.

Had all the Term Finance Certificaes been valued upto 18'h December 2007 on the basis of the quotes available & the
stock exchange, the net asset value of the Fund cdculated during the year would have been different and consequently
the number of units issued / redeemed during the year as well as element of income / loss and capital gains/ losses
included in the prices of units issued less those in units redeemed recorded by the Fund would al so have been different.
These df ects havenot been quantified asit was impracticable to do so.
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ii. As explained in note 3.4(b) to the financid statements, investments of the Fund in government securities had been
valued uptil 25t November 2007 using the average of the mid-rates obtained from reputable brokerage houses. This
practice was not in accordance with the regquirement of Rule 2(xxxiv) of the Non-Banking Finance Companies
(Establishment and Regulaion) Rules, 2003 which required these securities to be carried at the investment price The
Non-Banking Finance Companies (Establishment and Regulation) Rules, 2003 were amended on 215t November 2007
and the reguirements to compute the net assets of a collective investment scheme are now laid down in Regulaion
2(1)(xvi) of the Non-Banking Financ e Companies and Notified Entities Regulations, 2007. This Regulation requires that
investment in government securities should be valued on the basis of rates announced by the Finandal Markets
Association. A ccordingly, with effect from 26" November 2007, the Fund has changed the basi s for determination of the
fair val ue of these investments to comply with the requirements of the new Regulaions.

Had the government securities been valued at their investment price upto 25th November 2007 asrequired by the Non-
Banking Finance Companies (Establishment and Regulaion) Rules, 2003, the net assat vdue of the Fund calculated
during the year would have been different and consequently the number of units issued/ redeemed during the year as
well as element d income / loss and capital gains / losses induded in the prices of units issued less those in units
redeemed recorded by the Fund would dso have been different. These effects have not been quantified as it was
impracticable to do so.

Qualified Opinion

Inour opinion, except for the effects of the matters described in paragraphs (i) and (ii) above, the financial statementsgivea
true and fair view of the state of the Fund’s &fairs as a 301 June 2008 and of its finandal performance, cash flows and
transactionsfor the year then ended in accordance with approved accounting standar ds as applicable in Pakistan.

Other matters

I'n our opinion, the financial statements have been prepared in accordance with the relevant provisions of the Trust Deed and
the Non-Banking Finance Companies and Noatified Entities Regul ations, 2007.

The financial statements of the Fund for the year ended 30th June 2007 were audited by another firm of Chartered
Acoountants who in addition to the qudification in respect of the matter discussed in paragraph (ii) above, had dso included
the following qualification in respect of the matter discussed in paragraph (i) above in their report dated 21St July 2007:

“The investment of the Fund in Term Finance Certificates was not marked to mark et on the basis of the rates quoted on the
stock exchange as per the requirements of the Non-Banking Finance Companies (Establishment and Regulation) Rules,
2003. Instead the investment of the Fund in Term Finance Certificates was valued on the basis of the rates obtained from
stock exchange website adjusted for the effects of partial redemption of the principa amount of these certificates which had
not been incorporated in these rates. Had the Term Finance Certificates been valued a the last sd e price quoted on the stock
exchange, the carying vaue of the investment as at 30t June 2007 would have been higher by Rs 123.684 million with
corresponding effect on income and unit holders’ fund. In addition, asthe Net Asset Value of the Fund was not determined
strictly in acoordance with the NBFC Rules, it would have been different and consequently the number of units issued/

redeemed as well as the dement of accrued income (loss) and capitd gaing/ (losses) included in units issued less those in
unitsredeemed recorded by the Fund were dso affected. These eff ects have not been quantified, asit was not practicd to do

SO.
Karachi A.F. Ferguson & Co.
25t July 2008 Chartered Accountants




PAKISTAN INCOME FUND

STATEMENT OF ASSETSAND LIABILITIES

ASAT 30TH JUNE 2008
Note 2008 2007
--------- Rupeesin '000 ---------

ASSETS
Bank baances 4 1,168,583 5,643,153
Receivabl e againg sale of Investments 149,903 51,080
Receivable against sale of units 111,318 264,330
Investments 5 2,323,949 1,501,524
L cansand receivables 6 825,000 -
Receivabl e againg Continuous Funding Sysem (CFS) transactions 7 1,043,412 1,521,438
Dividend and profit receivable 8 110,218 105,721
Advances deposits, prepayments and other recei vables 9 369,348 370,677
Total assets 6,101,731 9,458,423
LIABILITIES
Payableto Arif Habib Investment Management Limited

- Management Company 10 5,615 10,891
Payabl e to Centra Depository Company of Pakisan Limited - Trustee 11 712 1,122
Payabl e to Securitiesand Exchange Commi ssion of Pakistan 12 9,375 6,519
Payabl e againg purchase of Investments - 655
Payabl e on redemption of units 11,972 8,933
Accrued expenses and other liabilities 13 3,988 24,343
Total liabilities 31,662 52,463
NET ASSETS 6,070,069 9,405,960
Unit Holder s Funds (asper satement attached) 6,070,069 9,405,960
COMMITMENTS 14

Number of units
Number of unitsin issue 117,912,876 169,577,974
Rupees
Net asset value per unit 3.10 51.48 55.47
The annexed notes 1 to 29 form an integra part of these financial statements
For Arif Habib Investment M anagement L imited
(M anagement Company)
Chief Executive Director
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INCOME STATEMENT
FOR THE YEAR ENDED 30TH JUNE 2008

Note 2008 2007
--------- Rupeesin '000 ---------

INCOME
Gain on sde o invesments 28,539 6,822
Income from Term F nance Certificates and Sukuk bonds 313,965 186,210
Income from Government Securities 67,723 9,779
Income from Continuous Funding System transacti ons 312,484 373,487
Income from Certifi cates of Invesment and Term Deposit Receipts 49,172 55,132
Income from reverse repurchase transactions 21,973 363
Profit on bank accounts 221,303 183,646
Other Income 461 938
Unredised apprecidtion in the value of investmentsat fair

va ue through profit or loss - net 51 12,192 18,686
Unredised gain/ (loss) on revaluation of futures contracts (46) -
Total Income 1,027,766 835,063
EXPENSES
Remuneration of Arif Habib Investment Management L imited

- Management Company 136,197 97,792
Remuneretion of Centra Depository Company of Pakistan Limited

- Trustee 10,375 7,516
Annudl fee - Securitiesand Exchange Commission of Pakistan 9,375 6,519
Borrowing cost 15 2,675 -
Securitiestransacti on cost 31,029 47,308
Settlement and bank charges 7,538 8,173
Fees and Subscription 347 200
Legd and Professional Charges 256 158
Auditors' Remuneration 16 708 564
Amortization of preliminary expensesand floataion cogs - 333
Printing and related cost 235 -
Total Expenses 198,735 168,563
Net income from operating activities 829,031 666,500
El ement of income/ (loss) and capita gains/ (1 osses) included in

prices of unitsissued | essthosein units redeemed 13,142 251,641
Net income 842,173 918,141
Earningsper unit 311

The annexed notes 1 to 29 form an integral part of these financial satements.

For Arif Habib Investment M anagement Limited
(M anagement Company)

Chief Executive Director
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DISTRIBUTION STATEMENT
FOR THE YEAR ENDED 30TH JUNE 2008

2008 2007
--------- Rupeesin '000 ---------
Undi gributed income brought forward 927,171 526,911
Final digribution for the year ended 30th June 2007: Rs 5.25 per unit
(Déte of distribution: 4th ) y 2007) (2006: Rs 5.00 per unit) (890,295) (515,934)
Interim distri bution 2008: Rs. 3.30 per unit (Date of distri bution: 29th March 2008)
(2007: Nil)
- Cash Distribution (286,924) -
- Bonus units (417,558) -
Element of income / (loss) and capital gains/ (losses) included in
prices of units sold less those in unitsrepurchased - amourt
representing income/ (1 osses) that form part of the
unit hol ders fund (30) (1,947)
Net income for the year 842,173 918,141
Undi gributed income carried forward 174,537 927,171
The annexed notes 1 to 29 form an integra part of these financid satements.
For Arif Habib Investment M anagement L imited
(M anagement Company)
Chief Executive Director
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CASH FLOW STATEMENT
FOR THE YEAR ENDED 30TH JUNE 2008

2008 2007
-------- Rupeesin '000 --—------
CASH FLOW FROM OPERATING ACTIVITIES
Net income for the year 842,173 918141
Adjustments
Urrealised appreciation on investments et fair value
through profit or loss- net (12192) (18,686)
Amoarti zation of preliminary expenses and floatation costs - 333
Remuneration of Arif Habib Invesment Management Limited
- Management Company 136,197 97,792
Remuneration of Central Depod tory Company of Pakisan Limited
- Trustee 10375 7516
Urredised losson revauation of derivative 46 -
Net eement of income and capital (gains) / lossesincludedin
prices of unitsissued less thosein unitsredeemed (13142) (251,641)
963457 753455
(Increase) / decreasein assets
Receivable agai nst Conti nuous Funding System (CFS) transacti ons 478,026 587,597
Receivable agai nst sale of Invesments (98823) 162214
Advances, deposits, prepayments and other receivabl es 1,329 (363,991)
Invetments (810,235) (98,336)
Loansand receivables (825,000) -
Dividend and profit receivable (4,497) 17,732
(1,259,200) 305,216
Increase/ (decrease) in liabilities
Accrued expenses and other liabilities (20,401) (49,274)
Payadl e againg purchase of Invesments (655) (4,959)
Payadl e to Arif Habib Investment Management Limited
- Management Company 76 (76)
Payad eto Central Depository Company of Pakistan Limited - Trustee (234) 91
Payable to Securities and Exchange Commiss on of Pakistan 2856 2138
(18,358) (52,080)
Remuneration paid to Arif Hahi b Invesment M anagement Limited
- Management Company (141,549) (93539)
Remuneration pai d to Central Depository Compary of Pakistan Limited
- Trustee (10551) (7,235)
Dividend Paid (286,924) (70,769)
Net cash inflow from / (used in) operating activities (753125) 835,048
CASH FLOW FROM FINANCING ACTIVITIES
Net (payment) / receipt from sale and repurchase of units (3,721,445) 2,409,798
Net increase/ (decrease) in cash and cash equivalents
during theyear (4,474570) 3,244,846
Cash and cash equivalentsat the beginning of the year 5,643,153 2,398,307
Cash and cash equivalentsat the end of the year 1,168,583 5,643,153
The annexed nates 1 to 29 form an integral part of these financial gatements.
For Arif Habib Investment M anagement L imited
(M anagement Company)
Chief Executive Director
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STATEMENT OF MOVEMENT IN UNIT HOLDERS FUNDS
FOR THE YEAR ENDED 30TH JUNE 2008

2008 2007
--------- Rupeesin'000 ---------
Net assets at the beginning of the year 9,405,960 5,686,587
Issue of 1,008,789,374 units (2007: 674,984,353 units) 52,312,234 18,014,052
Redemption of 1,086,475,476 units (2007: 617,476,914 units) (56,190,230) (14,889,982)
(3,877,996) 3,124,070
Element of (income) / loss and capita (gains) / | osses included in prices of
units issued less those in units redeemed
- amount representing (income) / loss and capital (gains)
/ losses - trandferred to Income Statemert (13,142) (251,641)
- amount representing (income) / loss that form part of unit holders'
fund - trandferred to Distribution Statement 30 1,947
(13,112) (249,694)
Diminution in respect of Term Finance Certificates transferred to
the Income Statement on redemption / disposal = (430)
Net unredised gppreciation / (diminution) during the year in market
vaue of securities classified as'availablefor sle’ 2) 2
Issue of 8,293,107 interim bonus units (2007: Nil) 417,558 -
Issue of 17,727,897 bonus units for the year ended 30t June 2007
(2006: 8,883,748 bonus wnits) 890,295 445,165
Element of lossand capitd losses included in pricesof units issued less
those in unitsredeemed - amount representing unrealised diminution (30) (1,947)
Net incomefor the year 842,173 918,141
Interim distribution @ Rs. 3.30 per unit announced on 29t March 2008 (2007: Nil)
Cash Distribution (286,924) -
Issue of bonus units (417,558) -
Fnal distribution @ Rs. 5.25 per unit for the year ended 30t June 2007 announced
on 4t July 2007 (2006: @ 5.00 per unit announced on 4t July 2006) - issue of bonus
units (890,295) (515,934)
(752,634) 400,260
Net assets at 30t June 6,070,069 9,405,960
The annexed notes 1 to 29 form an integral part of thesefinancia datements
For Arif Habib Investment M anagement L imited
(M anagement Company)
Chief Executive Director
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NOTESTO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30TH JUNE 2008

1 LEGAL STATUSAND NATURE OF BUSINESS

Pakistan Income Fund (PIF) was established under a Trust Deed executed between Arif Habib Investment Management Limited
(AHIML) as M anagement Company and Central Depository Company of Pakistan Limited (CDC) as Trustee. The Trust Deed was
executed on 23" October 2001 and was approved by the Securities and Exchange Commission of Pakistan (SECP) on 28t February 2002
in accordance with the Asset Management Companies Rules, 1995 (AMC Rules) repealed by Non-Banking Finance Companies
(Establishment and Regulation) Rules, 2003 (NBFC Rules).

The Management Company of the Fund has been licensed to act as an Asset Management Company under the NBFC Rul es through a
certificate of registration issued by SECP. The registered office of the Management Company is situated at 2/1, R.Y.16, Old Queens
Road, Karachi, Pakistan.

PIF isan open-ended mutual fund and islisted on the Karachi Stock Exchange. Units are offered for public subscription on a continuous
basis. The units are transferable and can be redeemed by surrendering them to the Fund.

The policy of the Fund is to invest in a mix of Continuous Funding System (CFS) transactions, investment-grade debt securities,
government securi ties, money market instruments and short-term reverserepurchase transactions.

The Pakistan Credit Rating Agency (PACRA) Limited has assigned asset manager rating of AM2 to the Management Company and 5-
star normal and 5-star long term to the Fund.

Title to the assets of the Fund are held in the name of Central Depository Company of Pakistan Limited as trustee of the Fund.

2 BA SIS OF PREPARATION
21 Statement of compliance

These financial statements have been prepared in accordance with approved accounting standards as applicable in Paki stan. Approved
accounting standards comprise of such International Financial Reporting Standards (IFRS) issued by the Intemational Accounting
Standards Board as are notified under the Companies Ordinance, 1984, the requirements of the Trust Deed, the Non-Banking Finance
Companies (Establishment and Regulation) Rules, 2003 (the NBFC Rules), the Non-Banking Finance Companies and Notified Entities
Regulations, 2007 (the NBFC Regulations) and directives issued by the Securities and Exchange Commission of Pakistan (SECP).
Wherever the requirements of the Trust Deed, the NBFC Rules, the NBFC Regulations or directi ves issued by the SECP differ with the
requirements of IFRS, the requirements of the Trust Deed, the NBFC Rules, the NBFC Regulations or the directives issued by the SECP
prevail.

2.2 Amendmentsto published accounting standards effective in 2008

Amendments to IAS 1 - "Presentation of Financial Statements - Capital Disclosures', introduces certain new disclosures about the level
of and the management of the Fund's capital . A doption of this amendment has only resulted in additional disclosures which have been set
out in note 23 of these financial statements.

Other new standards, amendments and interpretations that are mandatory for accounti ng periods beginning on or after 18t July 2007 which
are not considered relevant nor have any significant effect on the Fund's operations are not detailed in these financial statements.

23 Standards, interpretationsand amendmentsto published approved accounting standardsthat are not yet effective.

The foll owing standards, amendments and interpretations of approved accounting standards, effective for accounting periods beginning
on or after 15t January 2008 are either not relevant to the Fund's operations or are not expected to have significant impact on the Fund's
financial statements other than increased disclosuresin certain cases:

IAS 1 - Presentation of Financial Statements effective from 1 January 2009
(Revised September 2007)

IAS 23 - Borrowing Costs (Revised March 2007) effective from 18t January 2009

Amendments to 1A S 27 (Revised) - effective from 1t July 2009

Consolidated and Separate Financial Statements

IFRS 3 (Revised) - Business Comhbinations effective from 15t July 2009
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IFRS 7 - Financial Instruments: Disclosure effective from 28th April 2008
IFRS 8 - Operating Segments effective from 15t January 2009
IFRIC 12 - Service Concession Arrangements effective from 15t January 2008
IFRIC 13 - Customer Loyalty Programmes effective from 15t July 2008
IFRIC 14 - IAS 19 - The Limit on a Defined Benefit Asset, effective from 18t January 2008
Minimum Funding Requirement and their interaction
IFRIC 15 - Agreements for the Construction of Real Estate effective from 1t January 2009
IFRIC 16 - Hedges of a Net Investment in a Foreign Operation effective from 1t October 2008
24 Critical accounting estimates and judgements

The preparation of financial statements in conformity with approved accounting standards requires the use of certain criti cal accounting
estimates. It also requires the management to exercise its judgement i n the process of applying the Fund's accounting policies. Estimates
and judgements are conti nually evaluated and are based on historical experience, including expectations of future eventsthat are believed
to be reasonable under the circumstances. The areas where various assumptions and estimates are s gnificant to the Fund's financial
statements or where judgement was exercised in appli cation of accounting policies are as follows:

Classification and val uation of investments (note 3.1)
25 Accounting convention

These financial statements have been prepared under the hi storical cost convention except that certain investments have been carried at
fair value.

26 Functional and Presentation Currency

The financial statements are presented i n Pak Rupees w hich is the Fund's functi onal and presentation currency.
3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
31 I nvestments

All purchases and sales of securities that require delivery within the time frame established by regulation or market convention are
recognised at the trade date. Trade date is the date on which the Fund commitsto purchase or sell the asset.

The management determines the appropri ate classi fi cation of the investments made by the Fund in accordance with the requirements of
International Accounting Standard (IAS) 39: 'Financial Instruments: Recognition and Measurement', at the time of purchase and re-
evauates this classification on aregular basis. Investments are categorised as follows:

a) Financial assetsat fair value through prdfit or lass

Investments that are acquired principally for the purpose of generating a profit from short-term fluctuations in prices are classified as
'Financial assetsat fair val ue through profit or loss. These investments are marked to market using the closing market rates at the end of
each day and are carried on the Statement of A ssetsand Liabilities at fair value. Net gains and losses arising on changes in fair value of
these investments are taken to the Income Statement.

Investments in unquoted deht securities, if any, arecarried at fair value.
b)  Availablefor sale

Available for sale financial assets are those non-derivative financial assets that are des gnated as available for sale or are not classified
as (a) loans and receivables, (b) held to maturity investments or (c) financial assets at fair value through profit or | oss.

Investments categori sed as available for sale are initially recognised at fair value plus transaction costs that are directly attributabl e to
the acquisition of the financial assets. Subsequent to initial recognition, ‘available for sal€' investments are measured at fair value. Net
gains and losses arising on changes in fair values of these investments are taken to equity until the available for sale investment is
derecognised. At thistime, thecumulative gain or loss previously recognised directly in equity is transferred to the income statement.
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The Fund assesses at each balance sheet date whether there is objective evidence that a financial asset classfied as available for saleis
impaired. If evidence of impairment exists, the cumulative loss recognised in equity isremoved from equity and recognised in the income
statement.

Investments in unquoted deht securities, if any, arecarried at fair value.

Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or where the Fund has
transferred substanti ally all risks and rewards of ownership.

Transaction cogts are included in the initial measurement of all financial assets and liabilities except for transaction costs incurred at
acquisition of financial assetsat 'fair value though profit or loss' and transaction cost that may be i ncurred on disposal which are charged
as expense when incurred.

32 L oans and receivables

These are non-derivative financial assetswith fixed or determinabl e payments that are not quoted in an active market. These invesments
areinitially recognised at fair value. Subsequently, these investments are carried at amortised cost.

33 Der ivatives

Derivative instruments are initially recognised at fair value and subsequent to initial measurement each derivative instrument is
remeasured to its fair value and theresultant gain or 10ss is recognised in the i ncome statement.

34 a) Basisof valuation of Ter m Finance Certificates

During the current year, with effect from 19" D ecember 2007, the management changed the basis for the determination of the fair value
of investments in Term Finance Certificates (TFCs). The investment of the Fund in TFCs is now valued at the rates natified by the
Mutual Funds Association of Pakistan. This change has been made to comply with the requirements of Regulation 2(1)(xvi) of the Non-
Banking Fi nance Companies and Natified Entities Regul ations, 2007. Uptil 18th December 2007, investments of the Fund in TFCs had
been valued on the following hasis:

i) Using the rates of the last transaction (purchase or sale) executed by the Fund in the relevant TFCs, adjusted for the effect of
partial redemption, if any, inthe TFCs after the date of transaction; or

ii)  Using the quotes available at the stock exchange adj usted for the effect of partial redemption.

The revaluation of TFCs using the rate of the last transaction executed by the Fund in the TFC was not in accordance with the
requirement of Rule 2(xxxiv) of the Non-Banking Finance Compani es (Establishment and Regulation) Rules, 2003 which required that
securiti es which are quoted on the stock exchange should be valued at its last sale price on such exchange on the date on whichit is
valued. The N on-Banking Finance Companies (Establishment and Regulation) Rules, 2003 were amended on 215t November 2007 and the
reguirementsto compute the net assets of a collective investment scheme are now laid down in Regulation 2(1)(xvi) of the Non-Banking
Finance Compani es and Natified Entities Regulations, 2007.

The Management beli eves that the policy previoudy adopted by the Fund wasfair to a | investors and protected their interests.

Had all the Term Finance Certificates been valued upto 18" December 2007 on the basis of thequotes avai labl eat the stock exchange, the
net asset value of the Fund calculated during the year would have been different and consequently the number of units issued / redeemed
during the year as well as element of income / loss and capital gaing losses included in the prices of units issued less those in units
redeemed recorded by the Fund would also have been different. These effects have not been quantified as it was impracticable to do so.

34 b)  Basisof valuation of Government Securities
During the current year, with effect from 26t November 2007, the management changed the basi sfor the determination of fair value of
investment in government securities. The investment of the Fund in government securities is now valued on the basis of rates of these

securiti es announced by the Financial Market Association. This change has been made to comply with the regui rements of Regulation
2(1)(xvi) of the Non-Banking Finance Companies and Notified Entities Regulations, 2007.
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Uptil 25t November 2007, investmerts of the Fund in government securiti es had been valued using the average of the mid-rates obtained
from reputable brokerage houses. This practice was not in accordance with the requirement of Rule 2(xxxiv) of the Non-Banking
Finance Companies (Establishment and Regulation) Rules, 2003 which required these securities to be carried at the investment price.
The Non-Banking Finance Companies (Establishment and Regulation) Rules, 2003 were amended on 21t November 2007 and the
requirements to compute the net assets of a collective invessment scheme are now laid downin Regulation 2(1)(xvi) of the Non-Banking
Finance Companies and Notified Entiti es Regulations, 2007.

The Management believes that the policy previoudy adopted by the Fund was fair to all investors and protected their interests and the
requirements of the Non-Banking Fi nance Companies and Notified Entities Regulations, 2007 confirm the same.

Had the government securities been valued at their investment price upto 25" November 2007 as required by the Non-Banking Finance
Companies (Establishment and Regulation) Rules, 2003, the net asset value of the Fund calculated during the year would have been
different and consequently the number of units issued / redeemed during the year as well as element of income / loss and capital gains /
losses included in the prices of units issued |ess those in units redeemed recorded by the Fund would aso have been different. These
effects have not been quantified as it was impracticable to do so.

35 Securitiesunder repurchase/ resal e agreements

Transactions of purchase under resale (reverse-repo) of marketable and government securities, i ncluding the securities purchased under
continuous funding system, are entered into at contracted rates for specified periods of time. Securities purchased with a corresponding
commitment to resel | at a specified future date (reverse-repo) are not recognised in the statement of assets and liabilities. Amount paid
under these agreements are included in receivable in respect of reverse repurchase transactions / against continuous funding system
transactions. The difference between purchase and resale price is treated as income from reverse repurchase transactions / continuous
funding system and accrued over the lifeof the reverse-repo agreement.

All reverse repo/ continuous funding system transactions are accounted for on the settlement date.
3.6 Issue and redemption of units

Units issued are recorded at the offer price, determined by the Management Company for the applications received by the distributors
during business hours on that date. The offer price represents the net asset value per unit as of the close of the business day plus the
allowable salesload, provison for transaction costs and any provision for duties and charges, if applicable. The sales load is payable to
the investment facilitators, distributors and the Management Company. Transaction costs are recorded as the income of the Fund.

Units redeemed are recorded at the redemption price, applicable to units for which the distri butors receive redemption request during
business hours of that day. The redemption price represents the net asset value per unit as of the close of the business day less any back-
end load, any duties, taxes, charges on redemption and any provision for transacti on costs, i f applicable.

3.7 Proposed dividend and transfer between reserves

Dividends declared and transfers between reserves made subseguent to the balance sheet date are considered as non-adjusting events and
are recognised in the financial statementsin the period in which such dividends are decl ared / transfers are made.

3.8 Element of income/ (loss) and capital gains/ (losses) included in prices of unitsissued lessthosein units redeemed

An egualisation account called the 'element of income / (loss) and capital gains / (losses) included in prices of units issued less those in
unitsredeemed is created, in order to prevent the dilution of income per unit and distribution of income aready paid out on redemption.

The Fund records that portion of the net element of income / (loss) and capital gains / (losses) relating to units issued and redeemed
during an accounting period which pertains to unrealised gains / (losses) held in the Unit Holder's Funds in a separate reserve account
and any amount remaining in this reserve account at the end of an accounting period (whether gain or loss) is included in the amount
available for distribution to the unit holders. The remaining portion of the net element of income / (oss) and capital gains / (losses)
relating to unitsissued and redeemed during an accounting period isrecognised in the Income Statement.
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39 Provisions

Provisons are recognised when the Fund has a present legal or constructi ve obligation as a result of past events, it is probable that an
outflow of resources embodying economic benefits will be required to settle the obligation and a reliable estimate of the amount of
obligation can be made. Provisons are regularly reviewed and adjusted to reflect the current best estimate.

310  Net asset value per unit

The net asset value (NAV) per unit, as disclosed on the Statement of Assets and Liabilities, i s calculated by dividing the net assets of the
Fund by the number of units in circulation at the year end.

311 Earningsper unit

Earnings per unit (EPU) has not been disclosed as in the opinion of the management determination of weighted average units for
calculating EPU isnot practicable.

312 Taxation

The income of the Fund is exempt from income tax under clause 99 of Part | of the Second Schedule to the Income Tax Ordinance, 2001
subject to the condition that not less than ninety percent of its accounting income for the year, as reduced by capital gains, whether
realised or unrealised, is distri buted amongst the unit holders. A ccordingly, no tax liability has been recorded for the current year.

The Fund is also exempt from the provisions of section 113 (minimum tax) under clause 11 of Part IV of the Second Schedule to the
Income Tax Ordinance, 2001.

TheFund provides for deferred taxation using the balance sheet liability method on all major temporary differences between the amounts
used for financial reporting purposes and amounts used for taxation purposes. In addition, the Fund al so records deferred tax asset on
unutilised tax | osses to the extent that it is no longer probable that the related tax benefit will be realised. However, the Fund has not
recognised any amount in respect of deferred tax i nthese financial statements as the Fund intends to continue availing the tax exemption
in future years by digtributing at least ninety percent of its accounti ng income for the year as reduced by capital gains, whether realised
or unrealised, toits unit holders every year.

313 Preliminary expensesand floatation costs

Preliminary expenses and floatation costs represent expenditure incurred prior to the commencement of operations of the Fund and
include underwriting commission, commission to the bankers to the issue, brokerage paid to the members of the stock exchanges and
other expenses. These costs have been amortised over a period of five years starting from the commencement of operations of the Fund.

314  Offsetting of financial instruments

Financia assets and liabilities are offset and the net amount is reported in the Statement of A ssetsand Liabilities when thereis alegally
enforceable right to set off the recognised amounts and there is an i ntention to settle on anet bas's, or realise the assets and <ettl e the
liabilities simultaneoudly.

315 Financial assets and financial liabilities

Financial assets carried on the Statement of Assets and Liabilities include bank balances, investments, receivable against sde of
investments, receivable against sadle of units, receivable against Continuous Funding System (CFS) transactions, dividend and profit
receivable, advances, deposits and other recei vables.

Financial liabilities carried on the Statement of Assets and Liabilities include payabl e to Arif Habib Investment Management Limited —
Management Company, payatle to Central Depository Company of Pakistan Limited — Trustee, payable against purchase of investments,
payable on redemption of units and accrued expenses and other liabilities.

3.16 | mpairment

The carrying value of the Fund's assets are reviewed at each balance sheet date to determine whether there is any indication of
impairment. If such an indication exists, the asset's recoverable amount is estimated. An impairment loss is recognised whenever the
carrying amount of an asset exceeds its recoverable amount. Impairment | osses are recognised in the Income Statement.
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3.17  Revenue recognition

Real ised capital gains / (losses) arising on sale of investments are included i n the Income Statement on the date at which the transaction
takes place.

Unrealised capital gains/ (losses) arising on marking to market of investments classified as ' Financial assetsat fair value through profit
or loss ' are included in the Income Statement in the period in which they arise.

Dividend income is recognised when the right to receive the payment i< estakli shed.
Profit on bank deposits is recognised on an accrual hasis.
Profit on investment is recognised on an accrual basis.
3.18 Cash and cash equivalents
Cash and cash equivalents compri se of bank balances.
3.19  Foreign currency trandation

Forei gn currency transactions are trandated into the functional currency using the exchange rates prevailing at the dates of transactions.
Forei gn exchange gains and losses resulti ng from the settlement of such transactions and from the trandation at year-end exchange rates
of monetary assets and liabilities denominated in foreign currencies are recognised in income statement. Trandation differences on non-
monetary financial assets and liahiliti es such as equities at fair value through profit or loss arerecognised inthe Income Statement within
the fair value net gain or loss.

Note 30t June 30th June
4 BANK BALANCES 2008 _ 2007
---------- Rupeesin '000 ---------
In current accounts 20,492 8,489
In depasit accounts 1,148,091 5,634,664
1,168,583 5,643,153
5 INVESTMENTS
Investments at fair value through prdfit or lass
Equity securities purchased under future sale contracts 52 394 -
Term Finance Certificates 53 2,323,555 1476,624
2,323,949 1,476,624
Available for sale
Government Securities 54 - 24,900
- 24,900
Total 2,323,949 1,501,524
51 Net unrealised appreciation / (dimunition) in value of investments
at fair valuethrough profit or loss- net
Fair value of investments 2,323,949 1476,624
Less: Cost of i nvestments (2,284,878) (1,451,421)
39,071 25,203
Less: Net unrealised appreciation infair value of investments at fair value
through profit or loss at the beginning of the year (25,203) (5,016)
Less: Realised on disposal during the year (1,676) (1,501)
(26,879) (6,517)
12,192 18,686
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5.2  Equity securities purchased under futuressale contracts

These securities are held under Ready-Future transactions. These securities are purchased in the ready "T+2" market and smultaneously
sold in the futures market. PIF has no open exposure to the stock market. The details areasfoll ows:

------------------ Number of shares--————-———-————-—- Balanceas at 300" June 2008
Ma ket vd ue Marl;t;t;alue
Namego inelinyesis Asat 1% g::;r;sr: Bonus | Salesduring [ Asat 2 cot Make | Appreciation/ as[a ;| percentageof
mpany July 2007 Rightissue| the year June2008 Value (Dimi nutian) percentage 0 total
year net assats .
investment
————— (Rupeesin '000)-—---
Fully paid ordinary shares o Rs 10 each
Investment Banks/ COS ./ Securities
Jehangir Siddiqui & Company Limited - 435,000 - 435,000 - - - - o -
I nsur ance
Adanjee | rsurance Company Limited - 140,000 - 140,000 - - = - - -
Textil e Composite
Nishat Mills Limited = 510,900 - 510,500 - - - o o -
Azgad Nire Limited - 151,500 - 151,500 - - - o o -
Cement
D. G. Khan Cement Limtied o 625,90 - 625,500 - - - - - -
Lucky Cemert Limited - 71,000 - 71,000 > o - - - -
MapleLed Cement - 231,000 - 231,000 - B - - - -
Ponea Cament Limited - 11,000 - 11000 - - - - - -
Engineaing
Cresoent Sted and Al lied Products Limited - 19,500 - 19,500 - - - - - -
Chemicals
ICl Pekisten Limited - 8,000 - 8,000 - - - - - -
StaraPaoxide Limited - 421,000 - 414,000 7,000 373 380 7 0.01% 002%
373 380 7
Pape & Board
Padkages Limited - 7,000 - 7,000 - - - - - -
Cammerd d Banks
Natioral Bank of Pakigan = 2,953,000 - 2,953,000 - - - - - -
MCB Bank Limited - 2,365,500 - 2,365,500 - - - - - -
Askai Bank Limited - 411,000 - 411000 - - - - R -
The Bank of Punjab = 3,759,500 = 3,759,500 - - - - - -
Faysd Bank Limited = 443,500 - 443,50 - - - - - -
Bank Al Faleh Limited o 793,500 - 793,500 - - - - - -
Sonei Bank Limited - 00 = 500 - - - - - -
United Bark Limited = 321,000 - 321,000 - - - - - -
NIB Bank Limited - 1,789,000 - 1,789,000 . N . . _ _
HabibBark Limited - 54,000 - 54,000 - - - - - -
JSBank Limited - 499,500 - 499,500 - o - N - _
Réfinery
Attock Refinery Limited - 248,500 - 248,500 - - - - - -
Powve Generation & Distribution
The Hub Power Compary Limited - 531,50 = 531,000 500 14 14 = - -
Kot Addu Power Company Limited - 50,500 - 50,500 - - - o - -
14 14
Oil & Gas Mar keting Cos.
Pakistan Sate Oil Campany Limited - 260,000 = 260,000 - - - = o -
Sui Northem Gas Pipdines Limited - 129,000 - 129,000 - - - o o -
Sui Southem Gas Campany Limi ted L 3,000 = 3,00 - - - - o -
Oil & Gas Explor aion Cos
Ol & Gas Developmert Company Limited = 373,500 - 373,500 - - - o o -
Pekistan Oilfidd Limited - 899,000 = 899,000 S - - - S -
Pakistan Petroleum Limited - 1,442,500 - 1,442,500 - - - = - -
Technology & Communicaion
Pekistan Telecommunication
Campany Limited - 91,000 b 91,000 = - - - - -
Netsd Techndogies Limited - 347,000 - 347,000 - - - - - -
Fertilizer
Fauji Fertilizer Campany Limited = 180,000 - 180,000 - - - - - -
EngroChemica Pekistan Limited - 331,00 - 331,00 - - - - - -
Fayji Fertili zer BinQasim Limited - 1,683,000 - 1,683,000 - - - - - -
Miscdlaneous - - .
Pace Pakistan Ltd. - 513,90 - 513,500 - - - - - -
- N .
387 394 7
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5.3 Term FinanceCertificates

Number of certificates Balance asat 30" June 2008
Market Mear ket value asal
Name of the I nvestee g |Purchases| Sales |Redempti h . valueasa
Company ReEd during the|during the|ons during| Asa 30 Cog Market Vaue Appreciation / percentage percentage of
July 2007 June 2008 (Diminution) total investment
year year the Year of net assets
——-—~—(Rupees in "000)-—--—-

Allied Bank L imited (06-12-06) 2000 - 8400 - 13600 67,959 72064 4,105 1.19% 310%
Askari Bank Limited - (04-02-05) 25200 - 400 - 24800 123%81 128013 4,032 2.11% 5.51%
Askari Bank Limited - (31-10-05) 11,406 - 200 - 11,206 55,614 57,917 2,303 0.95% 24%
Bank AL Falah Limited - (19-12-02) 8383 - - - 8383 21,261 21,012 (249 0.35% 0.90%
Bank AL Falah Limited - (23-11-04) 21,000 - 200 N 20800 104,092 107,630 3,538 1.77% 4.63%
Bank AL Faah Limited - (25 11-05) 19,000 - - - 19,000 95,038 98,268 3,230 1.62% 423%
Bank Al Habib Limited (07-02-07) 28520 - 200 - 28320 141,93 150,508 8,510 2.48% 6.48%
Bank Al Habib Limited (15-07-04) 9,747 - - - 9,747 47,616 46,477 (1,139 0.77% 200%
Century Paper and Board Ltd - Sukuk Certificates(25-09-07) - 5000 5000 - - - - - - -
Engro Chemica Pakigan Limited - TFC4 (18-03-08) - 64,600 5,000 - 59600 298,000 303215 5,215 5.00% 13.05%
Engro Chemical Pakigan Limited (30-11-07) - 30,000 - - 30,000 149,970 151,590 1,620 2.50% 6.52%
Engro ChemicalsPakigtan Limited - Sukuk

Certificates (06-09-07) - 6500 6500 - - - - - - -
E<corts Investment Bank Ltd - (15-03-07) 3016 - - - 3016 15254 15514 260 0.26% 0.67%
First Dawood | nvesmernt Bark Limited - 11 2054 - - 2054 - - - - - -
Faysal Bank Limited - (12-11-07) - 20000 - - 20000 97,432 102,689 5,257 1.69% 442%
Itiehad ChemicalsLimited - (27-06-03) 2952 - - 2952 - - - - - -
Jahangir Siddiqui & Co L - (30-09-05) 9000 - - © 9000 44,955 45,306 351 0.75% 195%
Jahangir Siddiqui & Co.- TFC5 (04-07-07) - 20000 10200 - 9800 4890 49,519 529 0.82% 213%
MCB Bark Limited (10-08-02) 3456 - = 3456 = = - - - -
NIBBank Limited - (05-03-08) - 12,798 = = 12,798 6390 64,783 793 1.07% 27%%
Orix Leasng Pakigan Limited - (25-05-07) 31,000 ° = © 31000 152,859 157,463 4,604 2.59% 6.78%
PakArab FettilizersL imited - (28-02-08) g 3447 43447 - - - - . . .
Pakistan Services Limited (12-11-08) 6000 a 6000 - - - - - - -
Pakigan Mabile Communication L id. - 40,000 - 40000 - - - - - -
Pakigan Mobile CommunicationLd.
(4th 1sue) (01-10-07) - 35000 - - 35000 175,000 174,265 (735 2.81% 7.50%
ABN Amro Bank Limited (12-11-04) 1090 - 1090 - - - - - - -
Searle Pakistan Limited - (09-03-06) 4,000 - - - 4,000 1494 15169 175 0.25% 0.65%
Standard Chartered Bark (Pakigtan ) Limited - (21-12-02) 12995 - - 12995 - - - - - -
Standard Chartered Bark (Pakigan ) Limited - (20-01-04) 1092 - - - 1092 76,863 79,032 2,169 1.30% 340%
Standard Chartered Bank (Pakigan ) Limited - (01-02-06) 15,000 - - - 15,000 4911 5,401 490 0.09% 023%
Telecard L imited - (27-05-05) 19980 - - - 19980 68,632 55935 (12,697) 0.92% 241%
Trust Investment Bank L imited - (03-06-03) 4,000 - - 4000 - - - - - -
Trust Investment Bank L imited - (15-11-05) 7500 - - - 7500 18750 18906 156 0.31% 0.81%
United Bank Limited - (08-09-06) 34432 - 400 - 34032 171,008 178425 7,417 2.99% 7.68%
United Bank Limited - (14-02-08) = 38,000 - - 38000 190,000 188,955 (1,045 3.11% 813%
World Cal TelecomLtd. - (28-11-06) 7000 = o - 7000 35329 35504 175 0.58% 153%
Tota 2284491 2,323,555 39,064

5.3.1 All Term Finance Certificates have a facevadueof Rs 5,000 each.

5.32 Theaboveindudes Tem Finance Cetificates with fair vdue aggregating to Rs 591.074 million which have been pledged with Nétiond Clearing
Company of Pekistan Limited for guaranteeing settlement of thefund's trades in terms of drcular No. 11 dated 23" October 2007, issued by SECP.

5.4  Government Securities

s=—e—e——— FacE VA€ - e
Fair vaueas|, . o
stk Tenor Bda;gloe aI\s z’urAchass Saleduring Matured Baanceasat [at 30" June Fa';f\;a;u:s:; &
alzm;u u;‘:gl © theyear |during theyear 20" June 2008 2008
e —— (RuUp€es iN '000)- - - - o - e e e e

F akistan I nves ment Bonds

31° December 2002 5Years = 30,000 = 30,000 - - -
229 August 2007 5Years - 25000 25,000 s . . -
22 August 2007 10Years : 25000 25,000 B . : -
22 August 2007 3Years - 25000 25,000 - - - -
19" May 2006 3Years 25000 o 25,000 o o - -

25000 105000 100,000 30,000 -

Treasury Bills

28" September 2006 12Morths = 30000 = 30,000 - - -
13" september 2007 12 Morths - 300,000 300,000 - - - -
27" September 2007 12 Morths - 1,000,000 1,000,000 - - - -
12m October 2006 12 Months - 30000 - 30,000 - - -
de November 2006 12 Morths - 725,000 - 725,000 - - -
15" February 2007 12 Morths - 500,000 - 500,000 - - -

- 2,585,000 1300,000 1,285,000 -
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30t June 30th June
2008 2007
6 LOANSAND RECEIVABLES e Rupeesin '000 —-----—-
Certificate of investments 300,000 -
Term deposit recei pts 525,000 -
825,000 -

7 RECEIVABLE AGAINST CONTINUOUS FUNDING SYSTEM (CFS) TRANSACTIONS

The rates of return on these transactions range between 14.49% to 30% (2007: 9.78% to 19.78%) per annum. Fair value of the
collaterals accepted againgt the above receivabl e balance as at 30t" June 2008 amounted to Rs 1,045 million (2007: Rs 1,585 million).

Note 30th June 30th June
2008 2007
8 DIVIDEND AND PROFIT RECEIVABLE e Rupeesin '000 ---------

Income accrued on Continuous Funding € ystem (CFS) transactions 9,622 8,698
Income accrued on Term Finance Certificates 78,040 48,165
Income accrued on Term Deposit Recei pts 1,201 -
Income accrued on Certificate of |nvestments 11,178 -
Income accrued on Pakistan Investment Bonds - 267
Profit receivable on bank deposits 10,014 35,858
Dividend receivables 263 12,733

110,218 105,721

9 ADVANCES, DEPOSITS, PREPAYMENTSAND OTHER RECEIVABLES

Advance tax 3,827 3,778
Transaction cost receivahle 1 1
Prepaid expenses 902 86
Receivahle from Paki stan Capital Market Fund 1,031 18,732
Receivahle from Paki stan Stock Market Fund 7,999 -
Receivahle from Pakistan International Element Islamic Fund 317 -
Deposit with National Clearing Company of Pakistan Limited 5,071 1,000
Deposit with Central D epository Company of Pakistan Limited 200 200
Advance against purchase of TFCs 9.1 350,000 346,880

369,348 370,677

9.1 This represents investments in Pre-IPO Term Finance Certificates of Pakisan Mobile Communication Limited and Trust Investment
Bank Limited (2007: Faysal Bank Limited, Jahangir Siddiqueand Company Limited and Engro Chemical Pakistan Limited).

Note 30t June 30th June
2008 2007
10 PAYABLE TO ARIF HABIBINVESTMENT MANAGEMENT LIMITED ==eeee Rupeesin '000 ---------
- MANAGEMENT COMPANY
Management Fee 10.1 5,426 10,778
Front end load 189 113
5,615 10,891

10.1  Upto 15t m ay 2008, the management fee was being cal cul ated at the rate of 1.5 percent of the average annual net assets of the Fund.
From 16th May 2008 onwards, management fee is being cal cul ated at the rate of 1 percent of average annual net assets of the Fund. The
remuneration is paid to the management Company monthly in arrears.

Note 30t June 30th June
2008 2007
1 PAYABLE TO CENTRAL DEPOSITORY COMPANYOF === Rupeesin '000 —-------
PAKISTANLIMITED - TRUSTEE
Trusteefee 1.1 625 801
CDES charges 87 321
712 1,122

11.1  The Trustee is entitled to @ monthly remuneration for services rendered to the Fund under the provisions of the Trust Deed as per the
tariff specified therein, based on the daily net assets of the Fund.
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Based on the Trust Deed, the tariff structure applicable to the Fund as at 30t June 2008 is as follows:

Amount of Funds Under M anagement (Average NAV) Tariff per annum
Upto Rs. 1,000 million Rs 0.7 million or 0.20% p.a. of NAV, whichever is higher
On an amount exceeding Rs 1,000 million Rs 2.0 million plus 0.10% p.a. of NAV exceeding Rs 1,000 million

The remuneration is paid to the trustee monthly in arrears.
12 PAYABLE TO SECURITIESAND EXCHANGE COMMISSION OF PAK I STAN
Under the provisons of the Non Banking Finance Companies and Notified Entities Regulations, 2007 (the NBFC Regulations), a

collective investment scheme is required to pay as annual fee to the SECP, an amount equal to one-tenth of one percent of the average
annual net assets of the scheme.

30th June 30th June
2008 2007
13 ACCRUED EXPENSESAND OTHER LIABILITIES e Rupeesin '000 ---------
Auditors' Remuneration 330 310
Brokerage Payable 2,005 1,093
Payable to Pakistan Stock Market Fund - 10,046
Payable to Pakistan Intemational Element Islamic Fund - 203
Other Payable 1,557 12,691
Unrealised gain / (| oss) on revaluation of futures contracts 46 -
3,988 24,343
14 COMMITMENTS
Continuous Funding System (CFS) transactions (i ncluding transactions
to be rolled over) entered into by the Fund in respect of which the
purchase transactions have not been settled as at year end 112,130 2,470,772
Spread Transactions (including transactions to be rolled over)
entered into by the Fund in respect of which the purchase
transactions have not been settled as at year end 362 -
15 BORROWING COST
Repo charges 1,293 -
Markup on running finance 1,382 -
2,675 -

15.1  TheFund has afacility of short term running finance with Arif Habib Bank Limited amounting to Rs 1,000 million (2007: nil). The rate
of mark-up on funds utilized is six month KIBOR (average ask side) plus 25 bps. This arrangement is secured by pledge of Term
Depost Receipt under lienin favour of the Bank.

30t June 30™ June
2008 2007
16 AUDITORS' REMUNERATION e Rupeesin ' 000 —----—-

Annual audit fee 175 150

Half yearly review fee 80 50

Other certifications and services 45 325

Out of pocket expenses 8 39

708 564

17 TRANSACTIONSWITH CONNECTED PERSONS

Connected persons include Arif Habib Investment Management Limited being the Management Company, Arif Habib Limited, Arif
Habib Securities Limited and Arif Habib Bank Limited (Formerly: Arif Habib Rupali Bank Limited) being companies under common
management, Central Depository Company Limited being the trustee, other collective investment schemes managed by the management
company and directors and officers of the management company.
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17.1
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The transactions with connected persons are in the normal course of business, at contracted rates and terms determined in accordance

with market rates.

Remuneration payable to Management Company and trustee is determined in accordance with the provisons of the NBFC Regulations

and the Trust Deed respectively.

Details of the tr ansactionswith connected personsareas follows:

Management Company

Arif Habib Investment M anagement L imited
Issue of 1,507 bonus units (2007: 17,720 units)
Redemption of 15,918 units (2007: 180,897 units)
Management Feefor the year

Salesload for the year

Transaction cost for the year

Associated Companies

Arif Habib Securities Limited

Issue of 9,763,718 units (2007: Nil)

Issue of 1,573 bonus units (2007: 806 units)
Redemption 9,774,178 units (2007: Nil)

Arif Habib Bank Limited

Issue of 60,574,823 units (2007: 58,357,607 units)

Issue of 849,458 bonus units (2007: Nil)

Redemption of 69,549,958 units (2007: 50,231,930 units)
Investment in Term Depasit Receipt

Term Deposit Receipts - Matured

Praofit on bank accounts

Income from Term Deposit Receipt

Bank charges

Mark-up on Running Finance

Pakistan Stock M arket Fund
Issue of 5,866,250 units (2007: Nil)
Redemption of 5,866,250 units (2007: Nil)

Other related parties

Mr. Arif Habib

Issue of 86,212,029 units (2007: Nil)

Issue of 1,211,746 bonus units (2007: Nil)
Redemption of 67,991,206 units (2007: Nil)

Director sand executives of the management company
Issue of 1,728,258 units (2007: 1,164,010 units)

Issue of 44,078 bonus units (2007: 28,303 units)
Redemption of 1,551,895 units (2007: 985,376 units)

Central Depository Company of Pakistan Limited
Issue of 4,943,542 units (2007: Nil) during theyear
Issue of 373,803 bonus units (2007: 281,488 units)
Redemption 5,628,000 units (2007: 989,649 units)
Trustee fee for the year

CDS charges for theyear

Arif Habib Limited - Brokerage house
Brokerage

Note 2008

2007

(Rupees in '000)

76

850
136,197
11,154

500,000

501,709

3,138,761

42,660

3,596,860

1,500,000

1,000,000

45,552

32,519

108

15 1,382

300,000
300,411

4,500,000
61,011
3,529,659

89,142
2,248
89,142

260,000
18,792
295,000
10,375
2,744

746

888
10,000
97,792

8,629

252

40

3,145,000

2,721,389

61,319
1418
49,392

14,105
51,243
7,516
2,894

4,997
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2008 2007
17.2  Amountsoutstanding as at the year end (Rupeesin '000)
Arif Habib Investment M anagement Limited
Units held Nil (2007: 14,412 units) - 79
Payable to Arif Habib Investment Management Limited
- Management Company 5,615 10,891
Transaction cost receivable 1 1
Arif Habib Secur ities L imited
Units held Nil (2007: 8,888 units) - 493
Arif Habib Bank Limited
Units held Nil (2007: 8,125,677 units) - 450,488
Bank balance 1,126,194 1,49
Investment in Term D eposit Receipt 500,000 -
Profit receivable on bank accounts 9981 11
Profit receivable on Term Deposit Receipt 756 -
Mr. Arif Habib
Units held 19,432,569 (2007: Nil) 1,000,000 -
Directorsand executives of the M anagement Company
Units held 449,755 (2007: 490,491 units) 23,144 27,198
Centra Depository Company of Pakistan Limited - Trustee
Units held 1,802,253 (2007: 2,112,908 units) 92,744 117,140
Trustee fee payable 712 1,122
Security deposit 200 100
Arif Habib Limited - Brokerage house
Brokerage payable 16 -
18 PARTICUL ARS OF INVESTMENT COMMITTEE AND FUND MANAGER
Detail s of members of theinvestment committee of the Fund are asfollow:
2008
Designation Qualification Experiencein
years
1 Basharat Ullah Chief Investment Officer MBA 15
2 Syed Ajaz Ahmad Chief Financia Officer LLB/ACMA 36
3 NaziaNauman Head of Research MBA / CFA 8
4 Zafar Rehman Fund Manager B.COM 16

18.1  Zafar Rehman is the Manager of the Fund. He has obtained a Bachelors degree in Commerce. Other funds beings managed by the fund
manager are asfollows:

Metro Bank Pakistan Sovereign Fund

19 TOPTEN BROKERS/DEALERSBY PERCENTAGE OF COMMISSION PAID

2008
1 BMA Capital Management Limited 11.29%
2 Shahzad Chamdia Securities (Pvt.) Limited 10.00%
3 LiveSecurities (Pvt.) Limited 8.54%
4 Noman Abid & Co. Limited 8.38%
5 JSGloba & Company Limited 8.01%
6 ALFaah Securities Limited 6.28%
7 Escort Investment Bank Limited 545%
8 Invest & Finance Sec Limited 4.37%
9 AtlasCapital Market ( Pvt.) Limited 422%
10 D JM Securities 413%
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2007
1 Avif Habib Limited 10.50%
2 Atlas Capital Market ( Pvt.) Limited 8.46%
3 BMA Capital Mangment Limited 6.62%
4 Live Securities (Pvt.) Limited 6.11%
5 Orix Investment Bank Pakistan Limited 6.08%
6 JS Clohal & Company Limited 6.05%
7 Ample Securites Limited 5.09%
8 Shahzad Chamdia < ecurities (Pvt). Limited 4.54%
9 First National Equities Limited 4.33%
10 Clobal Securities Pakistan Limited 4.31%
Asat 30 June 2008
20 PATTERN OF UNIT HOLDING Number of Investment Percentage
unit holders amount investment
(Rupeesin '000)
Individuals 2,348 2,723,586 44.87
A ssociated companies - - 0.00
Directors 1 318 0.01
Insurance companies 11 200,571 3.30
Bank/DFlIs 14 619,339 10.20
NBFCs - - 0.00
Retirement funds 190 1,134,286 18.69
Public Limited companies 6 708,977 11.68
Others 73 682,992 11.25
2,643 6,070,069 100.00
Asat 30th June 2007
Number s of Investment Per centage
unitsholders amount invesment
(Rupeesin '000)
Individuals 4,209 1,521,845 16.18
A ssociated companies 3 451,998 4.80
Directors 1 131 0.00
Insurance companies 13 102,364 1.09
Bank/DFlIs 36 3,585,750 38.12
NBFCs - - 0.00
Retirement funds 257 955,452 10.16
Public Limited companies 26 1,707,759 18.16
Others 149 1,080,661 11.49
4,694 9,405,960 100.00

21 ATTENDANCE AT MEETINGS OF BOARD OF DIRECTORS

The 40th, 418t 42nd, 431 g4th g5th 46t 47th agth 49th 50th and 515t Board meetings wereheld on 41 duly 2007, 21t July 2007,
6th October 2007, 24t October 2007, 28t November 2007, 26th January 2008, 29t March 2008, 4th April 2008, 23 April 2008,10th May
2008, 23 May 2008 and 24" June 2008 respectively. Information in respect of attendance by Directors in the meetings is given below:

Number of meetings

Name of Director Meetings not attended
Held | Attended | - 9

granted
1 Mr.Salim Chamdia 12 12 - -
2 Mr.Nasim Beg 12 12 - -
3 Mr. Sirgjuddin Cassim 12 0 12 -
4 Mr.Muhammad Akmal Jameel 12 11 1 47th meeting
5 Mr. Muhammad Kashif 12 6 6 40t 44th, 46th, 47th, 48th and 50th meeting
6 Mr.Muhammad Shafi Malik 12 10 2 44% and 49t meeting
7 Mr John Kirkham 12 2 10 42nd+to 51t meeting
8 Mr. Mirza Qamer Beg 10 401 and 415 meeting
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22 RISK MANAGEMENT

The Fund primarily invests in a portfolio of money market investments such as investment-grade debt securities, government securiti es,
spread transactions, continuous funding system transactions and investments in other money market insruments. Such investments are
subject to varying degrees of risk. These risks emanate from various factors that i nclude, but are not limited to:

22.1 Market risk

Market risk is the risk that the value of the financial instrument may fluctuate as aresult of changesin market interest rates or the market
price of securities due to a changein credit rating of the issuer or the insrument, change in market sentiments, speculative activities,
supply and demand of securitiesand liquidity in the market.

The Management Company manages market risk by monitoring exposure on marketable securities by following the internal risk
management palicies and investment guidelines approved by the Investment Committee and regulations laid down by the Securities and
Exchange Commi ssion of Pakistan.

222  Creditrisk
Credit risk management

Credit risk arisesfrom the i nability of the relevant brokerage house or the counter party to fulfill their obligations. There is a possibility
of default by participants or fail ure of the financi al markets/ stock exchanges, the depositories, the settlements or clearing system, etc.

The Fund’s pdlicy isto enter into financial contracts in accordancewith the internal risk management polici es and i nvestment guidelines
approved by the Invesment Committee. In addition, the risk is managed through assgnment of credit limits and by following strict
credit evaluation criteria laid down by the Management Company. The Fund does not expect to incur material credit losses on its
financial assets.

Concentration of credit risk

Concentration of credit risk exists when changes in economic or industry factors similarly affect groups of counterparties whose
aggregate credit exposure is significant in relation to the Fund's total credit exposure. The Fund's portfolio of financial insrumentsis
broadly diversfied and transactions are entered into with diverse credit-worthy counterparties thereby mitigating any significant
concentrati ons of credit risk.

223  Liquidity risk

Liquidity risk is the risk that the Fund may encounter difficulty in raisng funds to meet its obligations and commitments. The
Management Company manages the liquidity risk by mai ntai ning maturities of financial assets and financial liabilities and investing a
major portion of the Fund's assetsin highly liquid financial assets.

22.4 Fair value of financial instruments

Investments on Statement of Assets and Liabilities are carried at fair value. The Management Company is of the view that the fair
market value of the remaining financial assets and liabilities are not significantly different from their carrying values since assets and
ligbilities are essentially short-term in nature.

23 CAPITAL RISK MANAGEMENT

The Fund's capital is represented by redeemable units.They are entitled to dividends and to payment of a proporti onate share based on
the Fund's net asset value per share on the redemption date. The relevant movements are shown on the statement of movement in unit
hol ders fund.

The Fund has no restri ctions or specific capital requi rements on the subscription and redempti on of units.

The Fund's objectives when managi ng capital are to safeguard itsability to continue asa going concern <o that it can conti nue to provide
retumns for unit hol ders and to maintain a strong capital base to meet unexpected | osses or opportunities. In accordance with the NBFC
Regulations the Fund is required to distribute at least ninety percent of its income from sources other than capital gain as reduced by
such expenses as are chargeable to the Fund.

In accordance with the risk management policies stated in note 22, the Fund endeavours to invest the subscriptions received in
appropriate investments while maintaining sufficient liquidity to meet redemption, such liquidity being augmented by short-term
borrowings or disposal of investments where necessary.

I - | —




PAKISTAN INCOME FU

24 YIELD/INTEREST RATERISK

24.1 The Fund is mainly exposed to mark-up / interest raterisk on its investment portfdio. The Invesment Committee of the Fund reviews
the portfolio of the Fund on aregular basisto ensure that risk is managed within acceptable limits.

Asat 30" June 2008

Exposed to Yidd / Interest risk
E More than three N.OI exposd to
Uptothree Mor ethan one Yield/ Intetest Total
monthsand upto one .
months year rate risk
year
{Rupeesin '000)

On-balance sheet finandal i nstruments
Finandal assets
Bark bd ances 1,148,091 - - 20,492 1,168,583
Recavableggainst sde o investments 149,903 - - - 149,903
Recavable against Continuous Furding System 1,043,412 - - - 1,043,412
Investments 5,754 31,096 2,286,705 394 2,323,949
Loans and receivebles 800,000 25,000 - - 825,000
Divi cendand profit receivalde - - - 110,218 110,218
Recavableagainst sde o units - - - 111,318 111,318
Advances, Deposits and ather receivables - - - 364,619 364,619
Sub Total 3,147,160 56,096 2,286,705 607,041 6,097,002
Financial liabilities
Payebleaganst purchase of investments - - - - -
Payable on redemption of units - - - 11,972 11,972
Payableto Ari f Habib | nvestment Maragemert Limited - Management Company - - - 5,615 5,615
Payebleto Central Depository Company of PekistanLimited -Trustee - - - 712 712
Urrealised diminuiton in thefar valueof future contract - - - 46 46
Accrued expenses and other liabilities - - - 3,942 3,942
Sub Total - - - 22,287 22,287
On-balance sheet gap 3,147,160 56,096 2,286,705 584,754 6,074,715
Off-balancesheet finandal i nstruments
CFS transattions (induding transactionstobe rolled'over ) enteredirtoby

the Fund in respect of which the purchase transactiors have not been

seitled asa 30" dune 2008 112,130 - - - 112,130
Spreadtransactions (induding transactians to berolled over) entered into

by the Fund in respect of whichthe sde transaction has rot been

settled asa 30" dune 2008 - - - 362 362

Off-balance sheet cap 112,130 - - 362 112,492
Asat 30" June 2007
Exposadto Yidd / Interest risk
; More than three N.Ot exposad to
Upto three Mor ethan one Yield/ Intetest Total
monthsand upto one .
months year rate risk
year
{Rupeesin '000)

On-balance sheet finandal i nstruments
Finandal assets
Bark bd ances 5,634,664 - - 8,489 5,643,153
Divi cendand profit receivalde - - - 105,721 105,721
Recdvableagainst Continuous Furding System 1,521,438 - - - 1,521,438
Investments 18,072 35,615 1,447,837 - 1,501,524
Advances, depasi ts, prepayments ard other receivebles - - - 366,813 366,813
Recdvableagainst sde of | nvestments - - - 51,080 51,080
Recdvableagainst sde o units - - - 264,830 264,830
Sub Total 7,174,174 35,615 1,447,837 796,933 9,454,559
Financial liabilities
Payeble aganst purchase of investmert - - - 655 655
Payable on redemption of units - - - 8,933 8,933
Payebleto Arif Habib Asset Maragemert Limi ted Management Campany - - - 10,891 10,891
Certrd Depositay Company Pakistan Limited- Trustee - - - 1,122 1,122
Accrued experses and other ligbilities - - - 24,343 24,343
Sub Total - - - 45,944 45,944
On-balance sheet gap 7,174,174 35,615 1,447,837 750,989 9,408,615
Off-balancesheet finandal i nstruments
CFS transations (induding transectionstobe rolled'over ) enteredirtoby

the Fund in respect of which the purchase transactiors have not been

settled asa 30" dune 2007 2,410,772 - - - 2,470,772
Sporeadtransactions (induding transations to berolled over) entered into

by the Fund in repect of whichthe sde transaction has rot been

settled as at 30 dune 2007 - - - - -

Off-balance sheet gap 2,470,772 - - - 2,470,772
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24.2 Theratesof return on financia i nsruments are as follows

25

Bank baances

Receivable againg Continuous Funding System
I nvestments

Loansand receivables

MATURITIESOF ASSETS AND LIABILITIES

Assts

Berk belences

Receiveble egeinst sele of invesment

Receiveble egginst continuous funding system trensections
Investments

Loens end receivebles

Dividend end profit receivel e

Advances, deposits, prepayments end aher receivebl es
Receiveble egeinst sle of wnits

Liabilities
PeyeH e egainst purchese of investments
Peyehl € on redemption of units
Peyebe to Arif Hebib I nvestment Menegement Limited
- Méenege ment Compery
Peyehle to Centrel Depasitary Compeny of Pekigten Limited
- Trustee
Peyehl€ to Securities & Exchenge Commission of Pekisten
Unreelised diminution in the feir velue of future contrects
Accrued expenses end other lichilities

Asgts

Berk belences

Receiveble egeinst sele of invegment

Receiveble egeinst continuous funding system trensections
Investments

Dividend end profit receivel e

Advances, deposits, prepayments end aher receivebl es
Receiveble egeinst sle of wnits

Liabilities
PeyeH € egainst purchese of investments
PeyzH e on redemption of units
Peyele to Arif Hehib | nve gment Menegement Limited
- Ménege ment Compeny
Peyehe to Centrel Depasitary Compeny of Pekisten Limited
- Trustee
Peyebe to Securities & Exchenge Commission of Pekisten
Unreelised diminutionin the fair velue of future contrects
Accrued expenses end other liebilities

Percentage per annum
2008 2007

510105 810 10.75
1443t030 9.781019.78
10t0 17.39 9.1t013.9
10t0 13.79 -

Asat 30" June 2008

Morethan
Upto three threemonths ~ Morethan one
Totd
maonths and upto one year
year
- omm e om - - RUpEES iN '000 - - - o e - -
1,168,583 1,168,583 - -
149,903 149,908 - -
1,043412 1,043,412 - -
2323949 6,148 31,096 2,28,705
825,000 800,000 25,000 -
110,218 110,218 - -
369,348 364,618 902 3,828
111,318 111,318 - -
6,101,731 3,754,200 56,998 2,290,533
11,972 11972 - -
5,615 5,615 - -
712 712 - -
9,375 9,3’ - -
46 46 - -
3,942 3.90 - 3
31,662 31,662 - -
6,070,069 3,722,538 56,998 2,290,533
Asat 30" June 2007
Morethan
Uptothree three months Morethan one
Totd
months and upto one year
year
mmm o emm oo e oome - RUPEES iN' 000 --- --- -oem -mmomom -
5,643,153 5,643,153 - -
51,080 51,080 - -
1,521,438 1,521,438 o R
1,501,524 18,072 35,615 1,447,837
105,721 105,721 - -
370,677 268,819 96,880 4,978
264,830 264,830 - -
9,458,423 7,873,113 132,495 1,452,815
655 6% - -
8,933 8,933 - -
10,891 10,891 - -
1,122 1,12 - -
6,519 6,519 - -
24,343 24,343 - -
52,463 52,463 - -

9,405,960 7,820,650 132,495 1,450,815
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26 NON-ADJUSTING EVENT AFTER THE BALANCE SHEET DATE
The Board of Directors of the Management Company in its meeting held on 3d July 2008 has proposed afinal distribution in respect of
the year ended 30th June 2008 of Rs 1.45 per unit (2007: Rs. 5.25 per unit) anounting to Rs. 170.973 million (2007: 890.295 million).
The financial statementsfor the year ended 30N June 2008 do not include the effect of this appropri ation which will be accounted for in
the financial statementsfor the year ending 30t" June 2009

27 CORRESPONDING FIGURES

Recei vable agai nst sale of units amounting to Rs 264,830 thousand has been reclassified from "Bank balances" to "Receivable against
sale of units".

28 DATE OF AUTHORI SATION FOR ISSUE

These financial statementswere authorised for issue on 25t July 2008 by the Board of Directors of the Management Company.

29 GENERAL

Figures have been rounded off to the nearest thousand rupees.

For Arif Habib | nvestment M anagement L imited
(M anagement Company)

Chief Executive Director
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PATTERN OF UNIT HOLDING (BY SIZE)
ASAT 30TH JUNE 2008

No. of Unit Units Holdings Total Units Held
Hadders FROM TO
405 1 - 100 13,882.5500
329 01 - 500 81,754.2100
155 501 - 1000 117,765.0800
623 1001 - 5000 1,588,355.9100
287 5001 - 10000 2,109,984.4500
152 10001 - 15000 1,852,370.0900
138 15001 - 20000 2,455,427.5500
80 20001 - 25000 1,800,019.5600
55 25001 - 30000 1,506,016.8700
27 30001 - 35000 861,991.8400
41 35001 - 40000 1,543,849.5900
41 40001 - 45000 1,727,984.8200
26 45001 - 50000 1,229,167.6100
23 50001 - 55000 1,200,820.1700
23 55001 - 60000 1,324,674.3600
24 60001 - 65000 1,479,140.5577
12 65001 - 70000 813,509.3000
14 70001 = 75000 1,017,452.2400
12 75001 - 80000 925,738.3600
9 80001 - 85000 737,681.5800
5 85001 - 90000 443,653.9400
5 90001 - 95000 458,407.6000
10 95001 - 100000 977,454.1100
7 100001 - 105000 726,806.7500
7 105001 - 110000 752,953.4100
7 110001 g 115000 787,813.7000
6 115001 - 120000 703,200.6400
5 120001 - 125000 611,826.0700
4 125001 - 130000 512,584.5900
4 130001 - 135000 525,257.9700
6 135001 - 140000 821,932.2000
3 140001 - 145000 421,372.0600
4 145001 - 150000 593,579.0500
1 150001 @ 155000 152,017.4800
1 155001 - 160000 155,538.0400
4 160001 - 165000 649,037.1200
1 165001 = 170000 166,613.3800
4 170001 - 175000 689,045.9500
2 175001 - 180000 358,916.1100
3 180001 - 185000 544 ,376.7200
2 185001 - 190000 373,809.9300
3 190001 - 195000 576,618.0000
2 195001 - 200000 391,739.0100
1 200001 - 205000 203,113.3700
1 210001 - 215000 213,830.8300
2 215001 - 220000 435,354.4500
4 220001 - 225000 888,407.1300
1 225001 - 230000 228,455.6500
1 230001 - 235000 234,647.5000
1 235001 - 240000 235,861.5700
1 240001 - 245000 242,367.7200
3 245001 - 250000 743,700.3900
2 250001 - 255000 503,378.3400
1 255001 - 260000 258,184.9400
1 265001 - 270000 269,099.1800
1 285001 - 290000 285,574.7800
1 290001 - 295000 292,094.3600
49 Above 300000 76,096,665.3199
2,642 TOTAL UNITS 117,912,876.0576
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DETAILSOF PATTERN OF HOLDING (UNITYS)
ASAT 30TH JUNE 2008

UnitsHeld

Directors and CEO

Chief Executive

Nasim Beg 6,170
Public Limited Companies 13,772,065
Banks and Financia Ingtitutions 12,030,850
Insurance Companies 3,896,154
Individuals 52,906,467
Retirements Funds 22,033,845
Modarbas & Mutua Fund -
Other Corporate Sector Entities 6,520,856
Non Profit Organizatons 6,746,469
TOTAL 117,912,876
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PERFORMANCE TABLE
2008 2007 2006 2005 2004 2003 20021
...................................... (Rupeesin'000) .......cevuveiiniin e ieeeiie e
Net assets 6,070,069 9,405,960 5,686,587 3,706,552 3,400,528 1,499,901 309,667
Netincome 842,173 918,141 523,839 315,810 284,423 154,299 10,679

Interim 29/Mar/2008
Final 3/Jul/2008  4/Ju/2007  4/3ul/2006  4/dul/2005  5Jul/2004  3/Jul/2003  1/Jul/2002
.................................... (Percentage) ... ...cevveeivnien i e

Total return of the fund 9.23 10.70 10.11 9.63 7.49 13.03 12.76
Annual dividend distribution 9.50° 1050° 10.00% 9.607 9.002 12.00? 350
Capital Growth 0.23) 0.22 0.12 004 (1.38) 1.08 1.25
Average annual return (CAGR):

One Year 9.23 10.70 10.11 963 7.49 13.03 12.76

Second Y ear 9.97 10.40 9.89 856 10.18 - -

Third Year 10.03 10.16 9.07 1001 - - -

................................... (RUPEES) o e

NAV per unit 51.48 55.47 5511 5485 54.53 56.73 51.94
Highest offer price per unit 54.36 56.20 55.83 55.60 55.28 57.51 54.27
L owest offer price per unit 50.95 50.80 50.76 50.62 5147 5257 52.49
Year end offer price per unit 52.16 56.20 55.83 55.55 55.26 57.50 54.27
Highest repurchase price per unit 53.63 55.44 55.08 54.85 54.53 56.73 51.83
L owest repurchase price pe unit 50.26 50.11 50.07 4994 50.78 50.20 50.13
Year end repurchase price pe unit 51.46 55.44 55.08 5480 5451 56.72 51.83
Interim distribution per unit 3.30 - - - - - -
Find distribution pe unit 1.45 5.25 5.00 4.80 450 6.00 1.75
Total distribution per unit 4.75 5.25 5.00 4.80 450 6.00 1.75

Fund keeps the average duration of its portfolio less than two years.

1First year of opeations from 1t March 2002 to 30th June 2002.

2 This represents distribution in form of bonus units.

3 Unit holders who have opted for cash payout will receive cash payments accordingly.

Disclaimer
Past performance is not necessarily indicative of future performance and unit prices and i nvestment returns may
go down, as well as up.




